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ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

July I, 1920 



THE outstanding feature in June was the continued 
increase of rates on commercial paper, curve C, to 
a level that in pre-war times was followed by drastic 
liquidation in both commodity and security markets. 
Speculation, curve A, last month declined slightly. The 
volume of shares sold fell off greatly, but security prices 



1903, the spring of 1910, and the winter of 191 2-13 are 
such instances. In these three cases there followed a 
year of gradual liquidation of both securities and com- 
modities, not accompanied, as in 1907, by a financial 
explosion. In 1907, 1910, and 1913 rates on commercial 
paper reached maximum some time after the decline in 
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Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings outside New York City, Bradstreet's Price Indices. 

Group C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each one of the three curves is based upon a homogeneous 
group of statistical series, that is, the members of each group have synchron- 
ous cyclical fluctuations after having been corrected for seasonal variation 
and normal growth, and expressed in comparable units. In other words, the 
corrected series of each group fluctuate together. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The relationship between the curves which held for the pre-war period 
appears to have reestablished itself in 191 9 so that the movements of the 
curves constitute a basis for forecasting. Our forecasts, however, are not 



based solely upon the index of general business conditions, but they allow for 
the differences in underlying conditions as revealed by economic analysis. At 
present, the persistent rise of rates on commercial paper, curve C, and the 
decline of speculation from the high point of October, curve A, forecast a 
decline of business activity and commodity prices, curve B, which will take 
place some time between April and December 1920. 

The time and extent of the recession, if it occurs, in business activity and 
commodity prices depend upon the operation of two powerful opposing 
forces. On the one hand, the shortage of commodities and buildings, abnor- 
mal foreign demand for goods and credit, the railroad tie-up, and active retail 
trade in the United States make for immediate business activity or higher 
prices. On the other hand, inflated currency and credit, depleted reserves and 
increasing interest rates, all indicative of capital strain, make for a slackening 
of business activity and lower prices. At present the money market appears 
to be the crux of the situation, but we recognize the possibility of the 
entrance of other factors which may alter the course of developments. 



fluctuated narrowly about the May level. Although the 
prices of certain goods declined yet the published mar- 
ket quotations did not register widespread liquidation. 

The present relative position and direction of move- 
ment of the three curves of the current Index Chart are 
more like those of the summer of 1907 than of any other 
time in the period 1903-14. It is hardly necessary to 
recall that the autumn of 1907 witnessed a very rapid 
rise of money rates, and violent liquidation in business, 
accompanied by a rapid increase in business failures and 
followed by deep though short-lived depression. 

There are other instances than 1907 in the period 
1903-14 of statistical similarity to the present, though 
none where the similarity is so marked. The summer of 



business was clearly evident; in 1903 interest rates 
declined almost concurrently with business and specu- 
lation. 

The present differs from 1907 in that the war has left 
us a heritage of extremely high money rates, an indus- 
trial equipment that had been altered for war purposes, 
and a transportation system that was allowed to fall 
into disrepair. Consequently there has been, compared 
with other similar periods of activity, a relative shortage 
of important commodities. Another striking difference 
between the present and the past is the existence of the 
federal reserve system with its unified banking policy. 
It is our belief that the banks will control rather than be 
controlled by the developing business situation. Al- 
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though banking accommodation will probably continue 
to be very expensive yet it should undoubtedly be avail- 
able to all those properly entitled to it because of the 
soundness of their business. 

Speculation 

In June curve A, representing speculation, declined 
slightly from the May level. The decline resulted from 
a drop in the number of shares sold on the New York 
Stock Exchange which was sufficient to overcome an 
increase in New York bank clearings. 

The volume of sales on the New York Stock Exchange 
last month was only 9,630,000 shares, 58 per cent of the 
May figure. Trading has not been so inactive as it 
was in June since the summer of 191 8. 

The average price of twenty industrial stocks was 
$91.40 in both May and June. The average prices of 
twenty rails in the two months were $71.10 and $72, 
respectively. The range of fluctuations of stock prices 
was exceedingly narrow and no definite movement 
during the month took place. The security markets 
now appear to be awaiting developments in business 
and banking and, to a minor degree, in politics. 

New York clearings increased from 19,740 million 
dollars in May to 20,400 millions in June, a rise of about 
3 per cent. June clearings usually run 4 or 5 per cent 
under the May figures. It is not improbable that a con- 
siderable portion of the increase resulted from income 
tax payments. 

Banking 

Curve C, representing rates on commercial paper duly 
corrected for seasonal variation, continued to move 
upward in June at the rapid pace maintained in May. 
Good single name commercial paper running 4 to 6 
months was quoted uniformly throughout last month 
at 8 per cent, and choice double name paper running 
60 to 90 days brought 7! per cent. 

Usually, rates on commercial paper (and also rates 
on call money) are at the lowest point of the year in 
June. This year the actual rates for both 60-90 day 
paper and 4-6 months paper were higher in June than 
they have been in any month since the period of stress 
immediately following the outbreak of war in 191 4. 

Normally, rates on short time paper stiffen in July 
and August and September, and remain high during the 
balance of the calendar year. At the present writing it 
appears improbable that much lower rates will rule in 
the next few months unless the Federal Reserve Board 
and the bankers of the country fail to carry out their 
announced policy of restricting credits. A steady in- 
crease of the central bank reserves and a decrease of 
commodity prices in July and August are the best safe- 
guards against exceedingly unpleasant readjustments 
in the autumn. 

On June 25 the reserve ratio of the combined federal 
reserve banks was 43.6 per cent and excess reserves were 
259 millions, compared with 44.5 per cent and 293 



millions the preceding week. The weakening of the 
reserve position between June 18 and June 25 should 
undoubtedly be ascribed to government financial oper- 
ations. Further declines, however, in July and August 
would be just cause for serious alarm. 

Business 

The data for curve B are not available at this writing. 
The indications are, however, that outside bank clear- 
ings will show some increase over May as a result of 
income tax payments due June 15, but that commodity 
prices on July 1 will be below rather than above the 
level of June 1 . Among the 300 articles for which prices 
are given weekly in Dun's Review more declines than 
advances from the preceding week have been registered 
constantly through June. Among 20 leading basic 
commodities for which quotations are available for June 
15, eight — anthracite and bituminous coal, cotton, 
pig iron, steel billets, petroleum, red winter wheat, and 
sugar — were quoted either at the maximum figure 
registered since January 191 9 or slightly below the 
maximum. The articles showing the most marked 
decline in price between the signing of the armistice and 
the present are rubber, wool, copper, hides, hogs, 
spelter, and silk. The price recessions in wool, hides 
and silk have been the most recent and severe of those 
that have taken place in leading basic commodities. 

One of the significant features of the present business 
situation is the disinclination of retailers to place con- 
tracts for future deliveries at prices which manufac- 
turers say are necessary to cover current costs of pro- 
duction. As a result of the deadlock, part time work 
and unemployment in some lines, such as shoes, woolen 
goods, clothing, silk, and lumber, are reported from a 
number of points. Although shortage of materials, 
transportation difficulties, and strikes are assigned as 
the causes in the majority of cases yet slack business is 
given as the cause in important instances. 

The Federal Reserve agent of Boston reported the 
outstanding feature of June to be curtailment of pro- 
duction of shoes and textiles, and "great caution and 
hesitancy of retail merchants in making commitments 
for fall goods." Reports from the federal reserve 
agents of other districts indicate, on the whole, that 
further liquidation is expected. Chicago reports that 
"there is still a large amount of liquidation ahead 
before the credit situation is rectified." Kansas City 
states that " it is conceded that the peak of prices on 
practically all commodities has been passed." Dallas 
reports that " it seems the depression has shifted from 
the retailer to the wholesaler." On the other hand, St. 
Louis finds that "values hold steady to strong, with 
some further advances recorded." 

A survey of the available data bearing on the present 
economic situation confirms our belief that tight money 
will continue to be the dominating factor, at least in the 
next few months, and that high rates for commercial 
loans will force further liquidation. 
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